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Question 1 


You are a recent graduate from UNE, working at a small accounting firm in Armidale, NSW. 
Karamo is a final year psychology student at UNE. He comes to see you for assistance in 
completing his 2017-18 income tax return. He provides you with the following information: 


1. Most weekends during the year, Karamo runs ‘life coaching’ sessions from a room at 
the Armidale Library. He is pays $50 per weekend in advance to book the room at the 
Library. Prior to kicking off the sessions in July 2017, Karamo set up a website 
describing the types of issues he was able to discuss with clients, his fees, and a 
booking system. He paid a web designer $750. Karamo has earned $5,000 over the 
course of the year. However, he tells you he really just does it to get counseling 
experience. One of Karamo’s clients has been attending sessions on a regular basis 
and has become a good friend. At Karamo’s birthday in May 2018, the client gave 
Karamo a $500 bonus, for “helping him through a tough year”; and 


2. Karamo has a spare bedroom with an ensuite at the house he owns and lives in. He 
decided to rent it out to short and medium term guests using a sharing-economy 
platform ‘AirStayz’. There is no pattern or regularity to the guests that Karamo hosts, 
but over the course of the year, he earned $20,000. The room makes up 25% of the 
total floor plan of Karamo’s house. Karamo is thinking about selling his house as it 
has gone up a lot in value lately. Karamo also tells you that during the year the 
shower in the ensuite broke down. He decided to upgrade the whole bathroom. 
Instead on installing a new shower, he installed a spa-bath with a shower overhead. 
The project cost him $10,000. 


With reference to legal authority, advise Karamo of any taxation consequences in 
relation to the information he has provided you. If you need more information or 
documents from Karamo, you should note these. 


Question 2 


Bobby is a furniture designer and wants to start his own business. Bobby has heard that 
‘companies pay less tax’, so he is thinking of running the business through either a 
company, a discretionary trust, or as a sole trader. He will be the sole person earning 
income from the business, but he tells you that sometimes he likes to put Some money aside 
for his 9-year-old daughter, Eve. He estimates that the business will turnover about 
$500,000 a year (including Good and Services Tax (GST)), and his expenses would be 
about $400,000 (including GST). Bobby needs to get the profit out of his business and into 
his pocket in order to pay his day-to-day expenses. 


With reference to legal authority, advise Bobby on the taxation consequences if he 
was to conduct his furniture design business as either a sole trader, through a 
company, or through a discretionary trust. 
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Question 3 


Jonathan is a hairdresser in Armidale, NSW. He carries on his business in partnership with 
his business partner Georgia. As the managing partner of the salon, Jonathan is entitled to 
50% share of the profits, as well as an annual salary of $120,000. The partnership 
agreement also sets out that Jonathan and Georgia receive 5% return on the capital they 
contributed to the partnership. During the 2017-18 income year, the salon moved locations, 
and realised a $20,000 (discounted) capital gain on the sale of the old business premises. 


Jonathan provides you with the following accounts for the salon for the 2017-18 income 
year: 


Income ($) 

Salon takings 300,000 
Capital gain on sale of old salon premises 20,000 
Expenses ($) 

Salon expenses 150,000 
Salary to Jonathan 120,000 
Interest to Jonathan 20,000 
Interest to Georgia 20,000 
Total (10,000) 


With reference to legal authority, calculate the taxable income for the partnership, and 
the distributions for each partner, in relation to the 2017-18 income year. 


Question 4 


You are a recent graduate from UNE, working at a small accounting firm in Armidale, NSW. 
Tan is a local fashion designer in Armidale, NSW. He comes to see you for assistance in 
completing his 2017-18 income tax return. He provides you with the following information: 


e In July 2017, Tan sold his investment property at 1 Acorn Lane, Armidale for $1.1 
million. Tan purchased the property in June 2007 for $400,000. He lived in the 
property until July 2012 when he moved to 7 Maple St, Armidale. In July 2012 the 
residence at 1 Acorn Lane was valued at $700,000; 

e In August 2017, Tan was moving between design studios and one of his rare, framed, 
Gucci jackets became water-damaged. Tan received $1,000 from his insurance 
company in September 2017, but the jacket was value at $8,000. In Tan’s mind, the 
jacket was basically destroyed; 

e In April 2018, Tan sold a ruby brooch, which he had inherited from his grandmother 
when she passed in May 1982. At the time it was valued at $5,000. Tan sold it for 
$3,500; and 

e In June 2018, Tan also sold 7 Maple St, Armidale for $1.5 million. Tan purchased this 
property in June 2012, when he was about to move from Acorn Lane, for $800,000. 
Since June 2016, Tan has rented out his second bedroom on a sharing economy 
platform ‘AirStayz’. This makes up 40% of his total floor space. In June 2016 the 
property was valued at $1.2 million. 


With reference to legal authority, advise Tan of the capital gains tax (CGT) 
consequences of the above transactions. In particular, he would like advice about the 
most tax effective way for him to claim the main residence exemption. 
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Question 5 


You are a recent graduate from UNE, working at a small accounting firm in Armidale, NSW. 
Antoni is a chef who runs a small restaurant in Armidale, NSW. He comes to see you for 
assistance in completing his 2017-18 income tax return. He provides you with the following 
information: 


On 1 July 2017, Antoni purchased a new food processor for $15,000. He anticipates it 
will last him three years; 

On 30 November, as Antoni was preparing for the busy Christmas period, one of the 
restaurants refrigerators broke down, and had to be replaced. The old refrigerator 
cost $10,000 when it was purchased on 1 July 2014. Antoni was depreciating the old 
refrigerator over 5 years using the prime cost method, and he had claimed a total of 
$6,000 of depreciation up to 30 June 2017. The refrigerator had a scrap metal value 
of $500; 

In March 2018, Antoni installed a new commercial baking oven in the restaurant 
kitchen. It cost $25,000 plus $5,000 installation costs; 

Antoni has a small business asset pool that had an opening balance of $70,000 at 1 
July 2017; and 

Antoni is considering moving his restaurant into a company structure as its success is 
starting to outgrow what he can manage as a sole trader. In June 2018 he incurs legal 
costs of $12,000 in having the documents drawn up to make the transition. 


With reference to legal authority, advise Antoni of the taxation consequences of the 
above transactions for the 2017-18 income year. Antoni does not want advice in 
relation to Goods and Services Tax (GST). 
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